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I n  your  undated  l e t t e r  r e c e i v e d  by t he  I n t e r n a l  Revenue 
S e r v i c e  o* ********  * *  **94, you e r r c l o s e d  a  formal  r e q u e s t  f o r  
c o n s i d e r a * * *  ***** * * * *  n  501 (c )  ( 6 )  o f  t h e  CoZ-. In +hat -  
1 e++,, vnn a l s o  s t a t e d  t h a t  you have no act ivi t ies t h a t  you o f f e r  
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I 
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t o  your  members, e x c e p t  s imply  t o  g i v e  s p e c i f i c  l o c a t i o n s  f o r  

' p r o d u c e r s  t o  s e l l  t h e i r  merchandise and a d v e r t i s e  t h e s e  locations 
d u r i n g  t h e  s e l l i n g  s e a s o n  ( the second week i n  June  th rough  t h e  
second week i n  October)  . You s t a t e d  t h a t  no d u e s  are p a i d  t o  you 
by your  m e m b e r s ,  b u t  tha t  t h e r e  is a s t a n d  f e a  f o r  s e t t i n g  up a' 
each  market  p l a c e  and e a c h  market  day. You s t a t e d  t h a t  you h a v e  
c r e a t e d  an  o u t l e t  f o r  a n y  p roducer  t h a t  f i t s  under  your  
c o n s t i t u t i o n  and bylaws t o  j o i n  you and you g i v e  them s p e c i f i c  
l o c a t i o n s  t o  s e l l  t h e i r  goods. You s t a t e d  s p e c i f i c a l l y  t h a t  you 
d o  n o t  r e p r e s e n t  a whole community and t h a t  t h e  f o l l o w i n g  
a c t i v i t i e s  are PQ& your  func t ion :  

1. t o  better t h e  c o n d i t i o n s  of t h o s e  engaged i n  
a g r i c u l t u r a l  p u r s u i t s ;  

2. t o  improve t h e  g r a d e  of p r o d u c t s  of those -  engaged i n  
a g r i c u l t u r e ;  

- . 3 .  t o  d e v e l o p  a h i g h e r  degree  of e f f i c i e n c y  i n  you1 
members o c c u p a t i o n s ;  

4 .  t o  se l l  t h e  p r o d u c t s  of your  m e m b e r s ;  o r  

5. t o  r e c e i v e  o r  c o l l e c t  commissions. 

S e c t i o n  501 (c)  ( 5 )  of the Code p rov ides  f o r  t h e  exemption 
from f e d e r a l  income tax  of l a b o r ,  a g r i c u l t u r a l ,  o r  h o r t i c u l t u r a l  
o r g a n i z a t i o n s .  

S e c t i o n  1 . 5 0 1  ( c )  (5 )  -1 of t h e  Income Tax R e g u l a t i o n s  p r o v i d e s  
t h a t  a g r i c u l t u r a l  o r g a n i z a t i o n s  contempla ted  by s e c t i o n  501 (c) ( 5 )  
o f  t h e  Code a r e  t h o s e  which have no n e t  e a r n i n g s  i n u r i n g  t o  t h e  
b e n e f i t  oEnany member, and have  a s  t h e i r  o b j e c t s  t h e  b e t t e f m e n t  
o f  t h e  c o n d i t i o n s  of t h o s e  engaged i n  a g r i c u l t u r e ,  t h e  
improvement of the g r a d e  of t h e i r  p roduc t s ,  and t h e  development 
of  a  hicrher d e q r e e  of e f f i c i e n c y  i n  t h e i r  a g r i c u l t u r a l  
o c c u p a t i o n s ,  - 

S e c t i o n  501(c )  ( 6 )  of the  Code p rov ides  f o r  t h e  exemption 
from f e d e r a l  income t a x  of b u s i n e s s  l e a g u e s ,  chambers o f  
commerce, r e a l - e s t a t e  b o a r d s ,  o r  boards  of t r a d e ,  n o t  o r g a n i z e d  
f o r  p r o f i t  and no p a r t  of the n e t  e a r n i n g s  o f  which i n u r e s  t o  the  
b e n e f i t  of any p r i v a t e  s h a r e h o l d e r  o r  i n d i v i d u a l .  

S e c t i o n  1 . 5 0 1  (c )  ( 6)  -1 o f  t h e  Income Tax R e g u l a t i o n s  p r o v i d e s  
t h a t  a  b u s i n e s s  l e a g u e  i s  an a s s o c i a t i o n  of p e r s o n s  having some 
common b u s i n e s s  i n t e r e s t ,  the  purpose o f  which is t o  promote such 
common i n t e r e s t  and n o t  t o  engage i n  a  r e g u l a r  . b u s i n e s s  . .  
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s a m e  gene ra l  c lass - -as  ;-chamber of commerce o r  board of t r a d e .  
Thus, i t s  a c t i v i t i e s  should be d i r e c t e d  t o  the  improvement of 
b u s i n e s s  cond i t i ons  of one o r  more l i n e s  o f  bus ines s  as 
d i s t i n g u i s h e d  from t h e  performance o f  p a r t i c u l a r  s e r v i c e s  f o r  
i n d i v i d u a l  persons .  An organiza t ion  whose purpose i s  t o  engage 
i n  a  r e g u l a r  bus ines s  o f  a  k ind  o r d i n a r i l y  c a r r i e d  o n  f o r  p r o f i t ,  
even thought  t h e  bus ines s  is conducted on a coopera t ive  basis o r  
p roduces  only s u f f i c i e n t  income t o  b e  s e l f - s u s t a i n i n g ,  is not a  
b u s i n e s s  league.  

Rev. Rul. 58-224, 1958-1 C.B. 2 4 2 ,  ho lds  t h a t  a n  
o r g a n i z a t i o n  which ope ra t e s  a t r a d e  show as its s o l e  or p r i n c i p a l  
a c t i v i t y  p r i m a r i l y  f o r  t h e  purpose o f  r ende r ing  p a r t i c u l a r  
s e r v i c e s  t o  i n d i v i d u a l  persons  is n o t  e n t i t l e d  t o  exemption from 
f e d e r a l  income t a x  a s  an  o rgan iza t ion  desc r ibed  as a bus iness  
l e a g u e  i n  s e c t i o n  501 (c) ( 6 )  of t h e  Code. I n  t h i s  -case, '  t h e  - 
g e n e r a l  purpose of t h e  organiza t ion  i s  t o  promote t h e  i n t e r e s t  of 
t r a d e  a n d  i n c r e a s e  t h e  f a c i l i t i e s  of commercial ' t r a n s a c t i o n s ,  
p a r t i c u l a r l y  i n  connection wi th  t h e  d i s p l a y ,  d i s t r i b u t i o n ,  and 
s a l e  of merchandise. However, t h e  o r g a n i z a t i o n  s s o l e  a c t i v i t y  
c o n s i s t s  of t h e  s t a g i n g  of an annual merchandise show, p r i m a r i l y  
e x h i b i t s  by manufacturers ,  under t h e  sponsorship  o f  the chamber 
o f  commerce. The revenue r u l i n g  concludes  t h a t  t h e  a c t i v i t i e s  of 
t h e  o rgan iza t ion  s u b s t a n t i a l l y  s e r v e  t h e  e x h i b i t o r s  and r e t a i l e r s  
as  a  convenience and economy i n  t h e  conduct o f  t h e i r  bus ines ses  
by providing s e l l i n g  o p p o r t u n i t i e s  f o r  the d i s t r i b u t o r s ,  and t h a t  
t h e r e f  ore t h e  o rgan iza t ion  is render ing p a r t i c u l a r  s e r v i c e s  f o r  
i nd iv idua l  persons  a s  d i s t i ngu i shed  from the  improvement of 
b u s i n e s s  c o n d i t i o n s  gene ra l ly .  

Rev. Rul. 66-1.05, 1966-1  C . B .  145, ho lds  t h a t  a  n o n p r o f i t  
a g r i c u l t u r a l  co rpo ra t ion  whose p r i n c i p a l  a c t i v i t y  i s  marketLng 
l i v e s t o c k a s  agent  f o r  its members does n o t  q u a l i f y  f q r  exemption 
from fede ra l  income t a x  under s e c t i o n  5 0 1  (c)  (5 )  o f  the Code. - -- 

Rev. Rul. 68-264, 1968-1 C.B. 264,  d e f i n e s  a  p a r t i c u l a r  
s e r v i c e  f o r  t h e  pur-poses of  s e c t i o n  501(c)  ( 6 )  of t h e  Code a s  
inc lud ing  an a c t i v i t y  t h a t  s e r v e s  a s  a  convenience or economy t o  
t h e  members of t h e  organiza t ion  i n  t h e  ope ra t ion  o f  t h e i r  
bus inesses .  

Rev. Rul. 73-411, 1973-2 C.B. 1 8 0 ,  s t a t e s  t h a t  i n  t h e  c a s e  
of a  chamber of commerce o r  s i m i l a r  o rgan iza t ion ,  the common 
bus iness  i n t e r e s t  is u s u a l l y  t h e  gene ra l  economic w e l f a r e  of a  
community. Membership is volun ta ry  and open general ly  t o  a l l  
bus iness  and p ro fe s s iona l  men and women i n  t h e  community. The 
revenue r u l i n g  a l s o  d e f i n e s  t r a d e  a s s o c i a t i o n s  or bus iness  
l eagues  a s  s i m i l a r  t o  chambers of commerce o r  boards of t r a d e ,  
e x c e p t  t h a t  t h e y  s e r v e  only t h e  common bus ines s  i n t e r e s t s  of t h e  
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m e m b e r s  of a s i n g l e  line of b u s i n e s s  o r  of t h e  members o f  c l o s e l y  
r e l a t e d  l i n e s  of b u s i n e s s  w i t h i n  a s i n g l e  i n d u s t r y .  T h e  revenue 
r u l i n g  f u r t h e r  s t a t e s  t h a t  it has  been e s t a b l i s h e d  a s  a m a t t e r  o f  
s t a t u t o r y  c o n s t r u c t i o n  t h a t  i n  employing p o p u l a r  names i n  
d e s c r i b i n g  many of t h e  o r g a n i z a t i o n s  exempted under  Subchap te r  F 
o f  t h e  Code, such  a s  I1labor o r g a n i ~ a t i o n s , ~ ~  I1chambers o f  
commerce, " and o t h e r s ,  Congress is presumed t o  have  had r e f e r e n c e  
t o  o r g a n i z a t i o n s  as t h e y  a c t u a l l y  e x i s t  arid a r e  commonly known. 
T h i s  means t h a t  where t h e  r e q u i s i t e  c h a r a c t e r i s t i c s  of t h e  
o r g a n i z a t i o n s  exempted by such t e r m s  a r e  n o t  o t h e r w i s e  f i x e d  by 
r e g u l a t i o n s  o r  s t a t u t e ,  t h e  S e r v i c e  is  r e q u i r e d  t o  l o o k  t o  t h e  
c h a r a c t e r i s t i c s  of such o r g a n i z a t i o n s  a s  t h e y  have commonly come 
t o  b e  known i n  a c t u a l i t y .  I t  means a l s o  t h a t  s u c c e s s f u l  
a p p l i c a n t s  f o r  exemption must be  shown t o  p o s s e s s  a t  least t h e  
e s s e n t i a l  c h a r a c t e r i s t i c s  of t h e  class o f  o r g a n i z a t i o n s  commonly 
known by  such  names. 

Rev. Ru l .  77-153, 1977-1 C.B. 1 4 7 ,  h o l d s  t h a t  a  n o n p r o f i t  
o r g a n i z a t i o n  t h a t  owns and o p e r a t e s  a  l i v e s t o c k  f a c i l i t y  and 
l e a s e s  it t o  l o c a l  members of a  nonexempt n a t i o n a l  a s s o c i a t i o n  of  
f a r m e r s  f o r  use i n  implementing t h e  a s s o c i a t i o n s  s c o l l e c t i v e  
b a r g a i n i n g  program with p r o c e s s o r s  does n o t  q u a l i f y  f o r  exemption 
as a n  a g r i c u l t u r a l  o r g z n i z a t i o n .  

Based o n  t h e  s t a t u t o r y  c o n s t r u c t i o n  of s e c t i o n  501(c) ( 6 )  of 
t h e  Code, it is a wel l  e s t a b l i s h e d  p r i n c i p l e  t h a t  s e c t i o n  
5 0 1 ( c )  ( 6 )  is in tended  t o  apply  o n l y  t o  membership o r g a n i z a t i o n s  
which f u r t h e r  t h e  common bus iness  i n t e r e s t s  o f  t h e i r  members and 
which are  f i n a n c e d ,  a t  l e a s t  i n  p a r t ,  t h r o u g h  membership dues .  
The l e g i s l a t i v e  h i s t o r y  of  t h e  s t a t u t e ,  a n d  t h e  r u l e s  o f  
s t a t u t o r y  c o n s t r u c t i o n  a p p l i c a b l e  t o  t h a t  s e c t i o n  of  t h e  Code 
d e a l i n g  w i t h  exempt o r g a n i z a t i o n s ,  p r o v i d e  t h a t  o n l y  membership 
o r g a n i z a t i ~ n s  suppor ted  by membership d u e s  o r  a s sessments  are - 
i n c l u d e d  i n  t h e  t e r m  of t h e  exemption u n d e r  s e c t i o n  501(c )  (6)- .  
Thus, a n  o r g a n i z a t i o n  which is no t  i n  f a c t  membership suppor ted  
l a c k s  t h e  m o s t  s i g n i f i c a n t  c h a r a c t e r i s t i c  common t o  o r g a n i z a t i o n s  
f o r  which exemption was provided under  s e c t i o n  501(c )  ( 6 ) .  S i n c e  
your  f i n a n c i a l  s u p p o r t  d e r i v e s  from s t a n d  f e e s .  which fees would 
be p a i d  o n l y  i f  a - s t a n d  was t o  be used i n  a  p a r t i c u l a r  p l a c e  on a 
p a r t i c u l a r  day,  a n d  you s t a t e  t h a t  you r e c e i v e  no dues  frm your 
members, you have no ongoing f i n a n c i a l  s u p p o r t  from your  l;ic?mbers 
e x c e p t  t h e i r  paymcnts f o r  s e r v i c e s  r endered  by you d i r e c t l : ~  t o  
them. Accord ing ly ,  a s  exp la ined  i n  Rev. Rul.  73-411 ,  suDra, you 
have  n o t  demonst ra ted  a  p a t t e r n  of membership s u p p o r t  and t h u s  
f a i l  a  c r i t i c a l  test  of exemption under s e c t i o n  501(c )  ( 6 ) .  

The i n f o r m a t i o n  you have submit ted  i n d i c a t e s  t h a t  you were 
p r i m a r i l y  e s t a b l i s h e d  t o  p rov ide  a  p l a c e  where your  members c o u l d  
s e l l  t h e i r  p roduce ,  and your pr imary  a c t i v i t y  is  t h e  p r o v i s i o n  o f  
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a s p e c i f i c ' l ~ c a t ~ o n  f o r  p r o d u c e r s  t o  s e l l  t h e i r  produce d i r e c t l y  
t o  t h e  g e n e r a l  p u b l i c .  T h i s  a c t i v i t y  is v e r y  s i m i l a r  t o  t h e  

a c t i v i t y  of  t h e  o r g a n i z a t i o n  d e s c r i b e d  i n  R e v .  Rul.  58-224, 
supra ,  even though t h a t  o r g a n i z a t i o n  h e l d  o n l y  one annua l  
merchandise show. For t h e  same r e a s o n  t h a t  o r g a n i z a t i o n  was 
determined t o  be  s u b s t a n t i a l l y  s e r v i n g  t h e  r e t a i l e r s  and 
e x h i b i t o r s  a s  a  convenience  and economy i n  t h e  conduct  of  t h e i r  
b u s i n e s s e s ,  you a re  p r o v i d i n g  your  members w i t h  a  convenience  and 
economy i n  t h e  conduct  of their b u s i n e s s e s ,  t h e  s a l e  o f  produce.  
  his a c t i v i t y ,  i n  and o f  i t s e l f ,  does  n o t  imsrove t h e  b u s i n e s s  
c o n d i t i o n s  o f  one o r  more l i n e s  o f  b u s i n e s s  

I n  a d d i t i o n ,  such a c t i v i t y  p r o v i d e s  y o u r  members w i t h  a  
convenience o r  economy i n  the  o p e r a t i o n  o f  t h e i r  own b u s i n e s s e s .  
A s  s t a t e d  i n  Rev. Rul. 68-264, supra ,  such  a n  a c t i v i t y .  is d e f i n e d  
as a  p a r t i c u l a r  s e r v i c e .  By p r i m a r i l y  performing t h i s  a c t i v i t y ,  
you a r e  p r i m a r i l y  engaged i n  a n  a c t i v i t y  p r o s c r i b e d  under  s e c t i o n  
1 . 5 0 1 ( c )  ( 6 ) - 1  of t h e  r e g u l a t i o n s ,  and t h u s  you a r e  n o t  e n t i t l e d  
t o  exemption under  s e c t i o n  5 0 1 ( c )  ( 6 )  of  t h e  Code. 

W i t h  r e g a r d  t o  s e c t i o n  5 0 1  (c) (5 )  of t h e  Code, your  
a c t i v i t i e s  appear  t o  b e  s u b s t a n t i a l l y  s i m i l a r  t o  t h e  . 

o r g a n i z a t i o n s  d e s c r i b e d  i n  Rev. Ruls .  66-105 and 77-153, b o t h  
supra ,  both  den ied  s t a t u s  u n d e r  s e c t i o n  501 (c)  (5)  . F u r t h e r ,  you 
have s t a t e d  t h a t  it is n e i t h e r  your o b j e c t i v e  nor  your  f u n c t i o n  
t o  b e t t e r  t h e  c o n d i t i o n s  of t h o s e  engaged i n  a g r i c u l t u r a l  
p u r s u i t s ,  t o  improve t h e  g r a d e  of p r o d u c t s  o f  t h o s e  engaged i n  
a g r i c u l t u r e ,  o r  t o  develop a h i g h e r  d e g r e e  of e f f i c i e n c y  i n  your  
memberst o c c u p a t i o n s  ( a g r i c u l t u r e )  . Inasmuch a s  t h e s e  t h r e e  
o b j e c t i v e s  are p r e c i s e l y  mentioned i n  s e c t i o n  1 .501 (c) ( 5 )  -1 of 
t h e  r e g u l a t i o n s  a s  t h o s e  embodied by o r g a n i z a t i o n s  contemplated 
under s e c t i o n  5 0 1 ( c )  (5 )  , you a r e  n o t  d e s c r i b e d  i n  t h a t  s e c t i o n .  - - 

For 6 e s e  r e a s o n s ,  we conc lude  t h a t  you do n o t  q u a l i f y  f a r  - 

r e c o g n i t i o n  of  exemption from f e d e r a l  incolr,e t a x  under  s e c t i o n  
501(c)  ( 6 )  o f  t h e  Code o r  under  s e c t i o n  5 0 1 ( c )  ( 5 ) .  You a r e  
r e q u i r e d  t o  f i l e  f e d e r a l  income t a x  r e t u r n s .  

You have  t h e  r i g h t  t o  p r o t e s t  t h i s  r u l i n g  i f  you b e l i e v e  
t h a t  it is i n c o r r e c t .  To p r o t e s t ,  you shou ld  submit a  s t a t e m e n t  
o f  your  v iews,  w i t h  a  f u l l  e x p l a n a t i o n  o f  y o u r  r eason ing .  Th i s  
s t a t e m e n t  must be  submit ted  w i t h i n  30 days  o f  t h e  d a t e  of t h i s  
l e t t e r  and must be s i g n e d  by one o f  your o f f i c e r s .  You a l s o  have 
a r i g h t  t o  a confe rence  i n  t h i s  o f f i c e  a f t e r  your p r o t e s t  
s t a t e m e n t  is submit ted .  I f  you want a  confe rence ,  you must 
r e q u e s t  it when you f i l e  your  p r o t e s t  s t a t e m e n t .  I f  you a r e  t o  
be r e p r e s e n t e d  by someone who is  n o t  one of  your  o f f i c e r s ,  he /she  
must f i l e  a p roper  power of a t t o r n e y  and o t h e r w i s e  q u a l i f y  under  
o u r  Conference and P r a c t i c e  Requirements.  
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